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INTRODUCTION 


INTRODUCTION 


The Restrictive Trade Practices Commission Inguiry has 
raised issues of great significance to the economy of 
Canada. Telecommunications, both in the manufacturing 
and Carrier sectors of the industry, is part of the 
essential infrastructure of a modern Blale particularly 
one as large and as sparsely populated as Canada. The 
importance of this industry as an employer and contri- 
butor to the Canadian economy is being overshadowed by 
the increasing importance of its role as an "electronic 
highway" permitting the rapid growth of other information 
intensive industries. An efficient and innovative tele- 
communications industry is crucial to the economic growth 
of every industrial state. For Canada, moreover, this 
importance is increased since the telecommunications 
equipment industry is a rare example of a domestically- 
based manufacturing industry which is both technologically 


advanced and internationally competitive. 


The Government of Ontario has considered very carefully 

the evidence presented by the Director of Investigation and 
Research, Combines Investigation Act, both in "The Effects 
of Vertical Integration on the Telecommunication Equipment 
Market in Canada" (The Green Book), as well as the evidence 
adduced by all other parties, including the evidence 
presented by Bell Canada and Northern Telecom. Ontario's 
interest in these hearings arises because of the enormous 
implications of the issues for the economic well-being of 


the Province. 


The initial statement of the Government of Ontario quoted 
the then Treasurer of the Government of Ontario regarding 
the Government's intention to encourage the growth of 


efficient, internationally competitive industries. This 
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goal remains Government policy. Premier William Davis 
Statec@in sbuLilcing "Ontario em Cherl930's" “that 1t ‘was 


a Dasicyobyvective;,rand that 


"To ensure international competitiveness and 
achieve economic growth, the Government will 
promote research and development, nurture high 
technology, and expand markets for Ontario 
DLGdUCT Sas, 


The telecommunications industry is a prime example of 

such an industry. Allegations that the integrated relation- 
ship between Bell Canada and Northern Telecom was impairing 
the healthy growth of both the manufacturers and of the 
efficient operations of Bell Canada have therefore been 


considered most carefully. 
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PART (ii 


STATEMENT OF THE ISSUES 


The Government of Ontario has considered all the 
matters raised during the course of the hearing. 
It is our view that there are two fundamental issues 


at stake. These are: 


ite The costs and benefits of vertical inte- 
gration for the telecommunications equip- 
ment manufacturing industry in terms of 
its employment, economic efficiency, 
balance of trade, technological sovereignty, 


and its international competitiveness, and 


ae The costs and benefits of vertical integra- 
tion for the Bell Canada subscriber both in 
terms of its impact on Bell Canada's inno- 
vativeness and efficiency and on the range 


of services offered by Bell Canada. 


Ontario has participated in these proceedings in order 
to assess evidence for and against vertical integration. 
The record has been carefully reviewed to find evidence 
pertaining to the above-noted issues and to determine 


where the public interest lies. 
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In conducting this Inquiry, the Restrictive Trade 
Practices Commission is examining long standing 
historical relationships between operating telephone 
companies and their manufacturing subsidiaries. In 
doing so, it must consider whether the status quo or 
some other arrangement is in the public interest. 

It is our view that the proponents of change have a very 
heavy burden to discharge in satisfying the Commission 


and the public that change is for the public good. 


Before assessing the evidence presented to the Com- 
mission, we consider it necessary to demonstrate that 
in this case the burden of proof should be placed on 
those who seek change. In deciding where the burden 


shouldefall, Ontario has considered the following factors: 


A. The present performance of the equipment 
manufacturing and carrier industries: 
specifically, whether these industries are 


on the whole serving the public good, and 


Be The risks associated with the changes proposed 
by the Director: this involves a consideration 
of the degree of uncertainty as to the effects 
of the proposed major structural changes and 


of the consequences of being in error. 
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The Present Performance of the Industries 


The Manufacturing Industry 


The telecommunications equipment manufacturing 
industry employed over 40,000 Canadians in 1978!) 
It has since grown both in size and in technical 
sophistication. The industry is dominated by 
Northern Telecom, which employed over 18,000 
Canadians in 1978. The only other Canadian 

company manufacturing a broad range of telecommuni- 
cations equipment is AEL Microtel, a subsidiary of 
British Columbia Telephone Company, which employed 
3,000 Canadians in the same year. Next, there is 

a group of fourteen middle sized firms which 
employed about 13,000 Canadians in 1978. Finally, 
there is a large group of highly specialized manu- 


facturers with annual sales of less than $10 million. 


Le Department of Communications, "The Supply of 
Communications Equipment in Canada", 
RUPC r= OSS Ci. ki 
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In assessing the performance of the industry's manu- 
Lactuiiig. SeCLOI. One, lo. struck by the rapid growLh:. of 
its small, specialized members, who have succeeded in 
establishing themselves in a variety of market niches. 
Though an atypical example, Mitel's sales volume 
increased from $1,526,000 to approximately $40,000,000 
between 1976 and 1980 (RTPC,T-1935,p.70). Moreover, 
from 1975 to 1979, Mitel's sales to Bell averaged 
2.20 smoLents COtalssales IVRTPG, tV0l1e1697 @ppen25264—- 


22585). Gandalf's sales grew at an average annual rate 
of more than 50% to $13,000,000 in the fiscal year 
Cncwnum uly. 7ee Lo oan Re eGy 1 LOD ep. 66 )i2 sin 1980, 


Gandalf's sales were estimated at $21,000,000 (RTPC, 
B-L935j70p.66) 240A Larger LirmyeAEL! Microtel, "showed”a 
Satesearowthiot 125%) going f£rom*s150),000;000' in -1978 
CRT Petal les o [ep vss tossie370007000 in P9804 


However, it is Northern Telecom's performance which 
will largely determine the economic performance of this 
industry as a whole, since it is the only Canadian 
company large enough to compete internationally across 


a broad range of telecommunications equipment. 


Mr. Grandy, former Deputy Minister of Consumer and 


Corporate Affairs, described Northern Telecom's role in 


the development and export of telecommunication equipment 


as follows: 
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Northern Telecom is, today, the only Canadian- 
owned high technology manufacturer that is large 
by international standards (it appears to rank 
sixth or seventh in the world in sales of tele- 
com type equipment). It manufactures a broad 
line of equipment which it markets to telephone 
companies throughout Canada thereby giving a 
high degree of technological independence to 
Ganadaeil this Vitably iImporcant. Industry: It 
undertakes major R & D programs and spends more 
on R & D than any other manufacturer in Canada. 
I understand that it does not rely on government 
funding:s Its products are in the) forefront of 
technology and are acclaimed internationally. 
Its exports from Canada are substantial. 

CREPCF el=lo84,p.41):. 


A critical indicator of this economic performance is the 
Company's ability to compete successfully in international 
markets. Mr. Davies, Vice-President of Business Develop- 
ment, Northern Telecom Ltd., indicated at p.31868 of 

the transcript sand in T-1819 that the value of export 
sales as a percentage of the value of Northern Telecom 
Canada Ltd.'s total sales is becoming relatively more 


important. 


Specifically, NTCL's export sales in 1979 were 16.53% 

of NTCL's total sales. Translating these figures into 
employment terms, the manufacture, sale, and distribution 
of these goods for export accounted for 3,000 jobs in 
Canada in the same year. Mr. Davies predicted that 
NTCL's export sales in 1980 would increase to 25 percent 
of its Canadian manufacturing. Furthermore, Mr. Millar, 
Executive Vice-President, Operations, Northern Telecom Ltd. 
testified at pp.32493-32495 of the record that Northern 
Telecom has on average a depth of manufacturing of 

68 percent in 1978, implying that most of the value of 


these export sales is domestically produced. 


— 
° * _ * ry _<e am go, iA 
a na? vitio eae .vabet)..e4 mora) > g@isss2©) 
(| @ ; g2OH IVKRAT YRS Oni a7 ae (7 woO 
sigh of) ehristinets In fits DJ 4 
. >lan ff O41 j + nz. a4 : Oo Tx 
Seite i é i ri mad | Tat : P 2, hg 
» \ j 
‘ ; J A ve pinw o—p* ; 
; 7 ’ ) ' > ek : 
} é 
4 ove e* ( f 
1 qi 4 7 
7a f 
wert , ? 
- ’ 
4 Tin 
- I 
Vv F ~ 
Se 
; i r 
‘ ° * 
: a 5 a 
- ‘ \s i) , ; [ ; a! 
- a 
' iit) , ee ’ re ¥ ‘ é . y 
7 j P .*) 
EM ae 2 Se pe | J M 2 « , rir. 
a | * « ‘ 
C > 7a) pA dic . 4 4 : j j 
pt -~¢ * : 1 oy pg r'jard roy 22 
7 af ewer ' ECOL TeqQ0) tS! o 4 4 ~ 
yertt>c sat budoee ute Bo PE@TC-EGPSE .Ggy 2a Oo. 313292 
“ . mihi - 
- rs is ; 4 ~*~ | Mm 
; ‘ if } 4 a G Z 2? hi we Wie fi] 7 © re MO VS* Os 
ge o a 
e ra a , 
ey 5 y 21% 3 ? fe | eam +l st: Die Lon «BN vi nt ~ 9 1 4 a &d o) 
gods 


aubeng ylleokdewmeh a: coice 110 
7 


J 


These figures become even more significant when com- 

pared to other sectors of the Canadian electronics 
industry. Tables 42, 43 and 46 of Exhibit T-1566-C, 

which list production, imports and exports as a per- 
centage of consumption for each of the consumer elec- 
tronics, computer, and telecommunications sectors of 

the electronics industry, show that the telecommuni- 
cations industry is the only sector which is approximately 
in balance. In the remaining sectors, there is a deficit 


in the balance of trade. 


Not only, then, has Northern Telecom been able to grow 
and to compete internationally, but other firms in the 
industry have experienced significant growth in recent 
years. Indeed, some of the smaller firms in Canada have 
only developed in recent years, indicating that there 


was room for them in the industry. 


The Carrier Industry 


Canada has benefitted from a high quality telecommunica- 
tions system. Ontario believes that Bell Canada's over- 
all performance has been and continues to be excellent, 
providing high quality telephone services at reasonable 
rates. Bell Canada is known and respected throughout the 
world for the quality of the service it provides; it has 
placed Canada in the forefront of the telecommunications 
technology. The Consultative Committee on the Implica- 
tions of Telecommunications for Canadian Sovereignty 
stated that "the Canadian telephone system, despite its 
fragmented composition, operates with a high standard 

of efficiency and-quality" ,(RTPC, .T-1160, p.23). 
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Ontario believes that the recognition by the inter- 
national community of this excellence, as evidenced by 

the major contract signed by Saudi Arabia for Bell 

Canada's assistance in the development of a modern tele- 
communications system, suggests that the existing relation- 


ship has served the national interest well. 


Conclusions Regarding the Present Performance of the 
Industries 


Ontario concludes that no obvious problems exist in 

either the manufacturing or carrier industries and that 
these industries are, on the whole, serving the public 
interest. Northern Telecom has grown; it has been able 
to compete internationally, and it supports Canada's 
largest private R & D program. There are a growing number 
of flourishing small and medium sized firms whose growth 
should accelerate as the terminal equipment market becomes 
increasingly accessible. This evidence conveys a picture 
of a flourishing industry rather than one stifled by the 
absence of competition. Similarly, Bell Canada has 
created one of the most advanced telecommunications systems 
Ine che sworld,;,OLfering a wide variety Of new services. 

The telecommunications industry in Canada then certainly 
does not constitute an industry which is facing major 


problems. 


B. Risks Inherent in Divestiture 


The Director recommended that the best solution to 


the issues raised in his report is: 


...-the introduction of increased competition in 

the telecommunication equipment industry. Further- 
more, the most effective long-term method to achieve 
this goal is through the divestiture of Northern 
Electric from Bell Canada as a means of reducing 
existing barriers to entry into the telecommunica- 
tion equipment industry. (Green Book, p.184). 
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Various witnesses have testified that divestiture 

would terminate Northern Telecom's status as a preferred 
Supplier to Bell Canada. In fact, this was considered 
by the Director to be one of the benefits of divestiture, 


Since it would allegedly spur innovation. 


The divestiture will benefit the non-integrated 
supplier. It will give such firms an oppor- 
tunity to have products evaluated on the open 
market. It will promote within Canada a broader 
based electronics industry which will make 
Canada more internationally competitive in the 
rapidly expanding telecommunication market. 
(Greene BOO, .193):. 


Several Bell Canada and Northern Telecom witnesses have 
testified that there are substantial cost-reducing bene- 
fits to Bell Canada resulting from a vertically integrated 
structure. It is Ontario's view that the Director has 

not adequately addressed the issue of the impact which 

his proposed solution, divestiture, would have on these 
benefits. Our comments on these benefits will be given 

in a later section. In this section, it 1s necessary to 
comment on the potential consequences to Northern Telecom 
of divestiture, and of its loss of its share of the Bell 


Canada market. 


Ontario is concerned about the potential undermining of 
Northern Telecom's ability to remain at the leading edge 
of technology, to remain internationally competitive, 
and to maintain its role as a major employer in Canada. 
The evidence demonstrates that a strong domestic base of 


sales is necessary to sustain Northern's position. 


Mr. Grandy made the following statement in his written 


evidence to the Commission: 
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A most important requirement for the successful 
operation of such a firm as Northern Telecom is 
a large customer base. Without a reasonably 
assured volume market a large high-technology 
enterprise cannot sustain the full range of 
activities on which its survival depends. Manu- 
facturers of computers, heavy electrical equip- 
ment and telecommunications equipment in every 
Major industrial country rely on their home 
market as a base to provide a critical volume of 
business. In relatively few countries, notably 
the United States, is the home market sufficiently 
large to support several major broadline manu- 
Pacturers wel ROPC,. T-—188 45 pp. 43-44) . 


Northern Telecom, therefore, is likely to lose its prefer- 
red position as supplier to Bell Canada. This would 


probably impair its ability to compete internationally. 


Who would be the most likely beneficiaries of a change 

in the Bell-Northern relationship? In the words of the 
Director, "the divestiture will benefit the non-integrated 
supplier". (Green Book, p.193). Unfortunately, the 
Report did not specify precisely which non-integrated 
suppliers would benefit. That is, the Green Book failed 
to differentiate between foreign and domestic competition. 
This distinction, however, is critical in evaluating the 


effect of divestiture on the Canadian economy. 


Mr. Grandy, at a different point in his evidence posed 


the following question: 


Would the damage to Northern be offset by the 
development of a "broader based electronics 
industry in Canada?" This seems to me most 
improbable. Surely what we would see would 
be fragmentation of the market and a growing 
proportion of imports...(RTPC, T-1884,p.47). 


The danger to Northern's international competitive 
position is underlined by the testimony of Mr. Davies, 


Executive Vice-President of Business Development for 
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Northern Telecom Ltd. that not only do Northern's 
international competitors enjoy preferred relationships 
with telephone companies, but also that Northern is 


smaller than many of its international competitors. 


A comparison of the telecommunications sales figures 

for the three largest multinationals with those of 
Northern supports this observation. LME's 1978 sales, 
for, instance, pwere, oer RIPCe, (=1506, Dp. 70): LTT’ s. 1979 
telecommunications sales were $5.3B (RTPC, T-1566, p.74); 
and Siemen's 1979 telecommunications sales were $3.1B 
(RIPC 7 T—l50605 —. 70) .- "By ~-contrast,- Northern’ s*sales 

in 1979 were $1.9B (RTPC, T-1572, p.l). 


Chapter 4 of RTPC Exhibit T-1566 describes the extent 


aa 


to which arrangements in Japan, Europe, and elsewhere, have 


involved Government "assistance" to domestic industry 
either in the form of full market protection, subsidized 
RoseD;eracionalization of local-industry, or other forms 


of intervention and subsidy. 


Some of these competitors have testified at this inquiry. 
Their evidence concerning their likely behaviour in 
Canada in the event of the opening of the Bell market, 
and the resulting impact on the Canadian economy, was 


contradictory. 


For example, Siemens initially testified that increased 
access to the Canadian market was "a prerequisite for 
expansion in the area of local manufacturing." 

(RTPC, 4vol.629=p.5078) 


But in subsequent cross-examination Siemens admitted 


that greater access to the Bell Canada market would not 
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necessarily result in an expansion of local, Canadian 


manufacturing and, in fact, conditions might influence 


expansion elsewhere: 


Q. 


Now, to what extent we will ever manufacture 
PBX systems in Canada cannot be determined 

at this time. We are looking at manufacturing 
in more global terms. When we pick up manufac-— 
turing activities in Canada we analyze the 
Canadian market, we look at the United States 
market, we look at the South American market, 
particularly Mexico and Venezuela. So, at 

this point in time no decision has been made 

as to when we will manufacture, what we will 
manufacture and what market would be required 
to justify such action; we have not gone into 
this type of analysis. You have to understand 
that any manufacturing or any decision relating 
to manufacturing is not a decision that is made 


AE 


by Siemens Electric in Canada: it is a decision 
that is being made by the parent company in close 


co-operation with Siemens Electric. So, the 
final decision is not necessarily ours. 


I think I appreciate that, thank you. 
But I suppose the decision would be 
affected by the tariff situation in 
Canada, labour costs and the usual 
factors that influence a manufacturing 
decision? 


That: is»correct: 


And if it were more economic to manu- 
facture in the United States and import 
into Canada, even with the existing 
tariff arrangement, then presumably that 
decision could be made? 
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Coming back to this manufacturing decision 
which you were talking about, would it be 
fair to say, as well, that having regard 

to the size of the Canadian market your 
basic research and development would prob- 
ably still continue to be done in the 
larger market areas, for example, at Cherry 
Hill; New Jersey, or the Federal Republic? 


Well, should we experience an opening or an 
increase in the accessibility of the Canadian 
market we would not rule out research and 
development to be done in Canada in the 
future. In fact, there are some product 
areas where we do carry research and develop- 
ment locally. To name one product line 
would be time division multiplex. 


I wasn't suggesting that you wouldn't do any 
research and development, but what I was 
suggesting to you was the substantial portion 
of the research and development which you 
described to us the last day we were here 
would probably continue to be done in the 
United States or Germany? It seems to me 

EGE etoOllows that if you thaven"t got'"a ‘sub- 
stantial sales base in Canada you are not 
going to have the money to spend on research 
and development? 


That is somewhat on what you define as 
research and development. If you get into 
the area where you product specific research 
and development which is more or less 
development and not so much research, then 


we might do application research, for example, 


right in the country where it is required 
and this is what we are doing to date. 


Now, this is the development of present 
product and changes in present product and 
applications of present products to make 
them fit the Canadian market. 

Let's take the case of a new product such as 
a new digital switch using micro-processors, 
micro-processor technology. I would suggest 


to you really that that type of research would 


not be done in one of the manufacturing areas 
where Siemens is, where there is a relatively 
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small market, but would probably in all 
probability be done either at Cherry Hill 
or in Germany? 


A. That is very probable. 


O. "Yes. (so that 1f£ there are going to be any 
substantial changes, new changed products 
coming on the market from Siemens it is 
going to be as a result of research and 
development either done in Germany or in 
the United States? 


heme Yese(RTRC,)Mol, 40, )pp. 6007-6010) 


Furthermore, Siemens gave the following explanation 
as to wny switching equipment which it is presently 
selling tosCN/Ce. (Iintoswitch). continues to, be 


manufactured in the United States: 


Peto hi nnetiere ismvery little justifi— 
cation for the telex switches to be manu- 
factured in Canada because the marketplace 
is too small. Due to that reason I think 
the majority of the manufacturers have 
imported the equipment from the U.S. 
Fredericks I think have done some work in 
electronics in Montreal, but they are run- 
Nangeantco difin cid¢aieslLeOuRTPCE Vole, 40; 
Dao 2). 


Similarly, the following exchange took place between 
AEI Telecommunications Canada, the exclusive distributor 
for Nippon for all switching equipment, and counsel 


for the Director: 


Q. Mr. Yates, does the Nippon Company have 
any plans to manufacture products in Canada? 


A. Not to my knowledge. 


Q. Could you indicate to the Commission why 
they have elected not to manufacture in 
Canada? 


A. I would think it probably would be labour 
costs. That is they have started manufactur- 
ing in Dallas to manufacture PBX equipment. 


Q. In the United States? 


A. Yes. 


Q. In“any event, if a change along that line 
occurred it would assist ‘your business? 


A. Not very much. Most of the Japanese products 
are finished systems. We do some very small 
amount of assembly, but not much. It would, 
Of COUlLse, Nelp On Spare parts. T(RIPC,Vol.23, 
pp. 3414-3415). 


The Director attempted to show that an opening of the 
Bell market would have a positive impact on employment; 
however, his evidence was based either on theoretical 
economic arguments, or on the evidence of Northern Tele- 
com's foreign competition who were asked for their likely 
reaction in the event of increased access to the Bell 


market which we have just discussed. 


Much of the Director's evidence on this point consisted 
of simplistic application of the U.S. experience to the 
Canadian situation without taking into account the con- 


Siderable differences between the two countries. 


For example, Manley Irwin, Professor of Economics and 
Administration at the Whittemore School of Business and 


Economics at the University of New Hampshire, responded 
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as follows to a question by counsel for Bell Canada, 


regarding the liberalization of terminal attachment: 


If the attachment policies were liberalized 

I have no doubt that foreign suppliers would 
seek an opportunity to sell, manufacture, 
DUO eohe] Peete neat acd bi Clos GOstap. that 

Mat hee MUS to Say ltt Il etd tc. Paragraph 
anoinsuvurio. Canadians industry. dt sealily 
Says Canadian industry cannot compete in 
today's world, Canadian industry cannot 
compete against other suppliers and it ought 
to exist in a hothouse environment. I just 
don't believe that of the Canadian economy. 
Levisetrie in@theinited States, “Mri eMcintosh? 
that when we relaxed interconnection the first 
suppliers were offshore suppliers from Europe 
and the far east, but the second wave of sup- 
pliers were indigenous American firms and 
that contributes to our employment and to our 
research and development base and to our invest- 
ment and ultimately to our gross national 
DectwUuC MANO eOULN oS tanuarc, Ol vlVaLng 

(REP CLS Vol .ca225epp 3139-3140)" 


Mr. Irwin's testimony attempted to relate liberalized 
terminal interconnection to the opening of the carrier 


market for equipment. 


If competition has benefited the telephone 
subscriber in buying equipment, cannot com- 
petition equally benefit the telephone utility 
in securing equipment? It is that question 
that finds U.S. telecommunications policy 
exploring the means whereby a closed equipment 
market can be exposed to the beneficial effect 
of rivalry and accéss. In short, competition 
in the interconnect market has rendered suspect 
the alleged virtues attending a closed vertical 
market. To that extent U.S. telecommunications 
is undergoing a fundamental re-appraisal . 
(RePey eV Olle) pricoe oy) . 
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Mr. Irwin's evidence largely consisted of such attempts 
to draw parallels between Canada and the United States 
despite the different social, political and economic 
circumstances in each country. In cross-examination it 
became quite clear that Mr. Irwin's knowledge of the 
Canadian telecommunications industry and, in particular, 
his knowledge of Bell Canada and Northern Telecom is at 
best only theoretical, with no knowledge of the specific 
Canadian concerns. (RIPG ye Volee 20%, ppt 3180-31375 3140- 
3144). 


It is Ontario's view that no direct implication can be 
drawn for Canada from the U.S. experience, since to do so 
would require unrealistic assumptions about the Similarity 


between Canada's industrial strength and that of the U.S. 


The degree of foreign penetration of the Canadian market 
is likely to be increased by the degree to which the major 
multinationals have constructed production facilities in 
the United States and are developing products for the U.S. 
market with its similar technical standards. Asa result, 
an opening of the Bell market may expose Canadian manu- 


facturers in the manner described by Mr. Davies: 


A large portion of the Canadian market has 
always been 'open' to competition and the 
portion is growing as the CPE of non-Bell 
telcosmgrows tinrrelation "to ‘the Bell “CPE. 
Foreign suppliers have, to varying degrees 
and at different times, been active in those 
markets but, except for U.S. suppliers, dif- 
ferent equipment interface specifications 
have been a major deterrent. That situation 
has changed however. The size of the markets 
available to those foreign suppliers in the 
U.S. is more than sufficient to justify their 
modifying their equipment to North American 
standards. As a consequence, Canada today 
represents an available incremental market for 
U.S. contenders. 
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That this opportunity has not yet been 
exploited by those competitors can be 
explained by the partial protection of the 
Bell market and the fact that Northern, with 
access to the Bell/Northern knowledge base, 
has been able to design and manufacture for 
sale in Canada and the United States, a 
broad line of cost effective telecommunica- 
tions products at the ‘leading edge' of 
technology. It remains to be seen,however, 
whether the situation in Canada will change 
as foreign competitors gather strength in 
the U.S. markets and some of the giants of 
U.S. industry make full use of their recent 
acquisition of telecommunications companies. 
(REPC le l=2566, pp2= LOG-=1077 £ootnote omitted) . 


This theory is consistent with the direct testimony 

of AEI and Siemens discussed previously, which indicated 
that an opening of the Bell market would not result in 
increased employment in Canada. There is a further 
danger that foreign competitors may engage in the kind 
of competitive behaviour described below, with products 
being sold at incremental costs as indicated by the fol- 
lowing exchange between Mr. Davies and Counsel for the 


Government of Ontario. 


Oc lL know, in talking to .Mn. Kaiser’ earlier you 
got into this idea and I guess we got into 
it, too, where the multi-national would 
attempt to recover its front-end costs, the 
R & D costs, the fixed costs of getting into 
a particular product in its protected market 
and that the product will be priced incre- 
mentally in other markets. I am not sure 
I understand exactly on what you rely to 
make that statement. Is it simply Northern's 
own experience or are there other studies 
available to prove that concept? 


A. I don't know about studies but there certainly 
is a Significant number of statements by people, 
some Of which are referenced again in the 
references, one in particular there which 


bo. 


iad dey soa aed y>2 — ah see 

we one. B13 seq ets: etna: 

iy So qotigedosy Jadsaaq eos va latee, 
w neato 3289 geu% of! Sab sekoro ioe 


eter wands i be Seecwoo 
6S jpainOat ateds 1: ae, . 
. >< : a | 7 “Wc 
fot leism Bae ip iti ts 
éE aac BSG ee ir Tl? ont Z ary © A. : 
( m3o ; pepe” i jt ’ Lf 
14" ae we | +. : { 
f of = caf 5.8 a 
* ‘ 4 / i! ite) * = 
’ ~ & ba | 71 . | ’ 
‘* 
: +. . { 
Qe 4 i) [> 2 7 
r 
al J . , 
y i 
r j ' ‘ ‘ 
‘ 
i - 
*) 
i“ 
sit ; ib £ 
yo! ; P ‘ 
1 ‘ f 
‘ be * 
oe ’ 
oJ » = ' 
fs A me { . ec J é i a; re F f 
l Y i4 a - Ji 3 ‘4 
re F fy ‘ ‘ 
o> A 7 A 7 ; » ae wy i . fyi 
TWeud ae iis 4 ' , 
mer +? ry ; Ais = ele - 7 ‘ i r 
. tg or aa, rf - r. Ti J } 


“106853 pols. Geist appbt st ical a had 1 
,* oor q a 2*acedb: ‘ett ; ci; JHBS: bi we tj 
mtshind nines” Sar 496 17D Lil 

a 


ca ne sanyo 


addresses the world market for central office 
switching equipment and is POrerring. toute 
position of France, speaks of prices in an 
international market at half the price of 
those in the domestic market. I could prob= 
ably find that reference if you would like it. 


Oe If it is in the material, no, but are there 
other statements or studies on which you relied 
than you have put in the record? 


A. Well, as mentioned in different market research 
reports and so on. Certainly in practice you 
Pacerit. 

Q. You know that from your own experience in facing 
competition? 

A. You only have to look at some of the prices that 


are quoted. 
(RTPC, Vol. 212, pp. 31809-31810). 


Such practices would, of course, increase the 

risks associated with opening the Bell Canada market 

to foreign competitors. There is, therefore, a sub- 
stantial danger that the opening of the Bell market to 
foreign competition would result in a decrease of employ- 
ment in Canada without any corresponding benefits. 

This decrease, moreover, is likely to be irreversible 
Since the severance of Northern Telecom's ties to Bell 
Canada may significantly reduce its ability to compete 
internationally, reducing its ability to continue to 


Pinance -)csek: S|] DractLvities. 


Conclusions Regarding the Burden of Proof 


Northern Telecom, which has the benefit of a 
preferred-supplier relationship with Bell Canada, 
performs the majority of its R & D, administration, and 


its manufacturing of exports to countries other than to 
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the United States, in Canada. The Director has asserted 
that opening the Bell Canada market to competition would 
result in greater opportunities for other manufacturers 
to sell to Bell Canada, and increased manufacturing by 
others in Canada. These assertions are largely unsup- 


ported by the evidence. 


Ontario, moreover, would oppose such a unilateral opening 
of the Canadian market to competition from countries 


whose markets are "closed" to Canadian products. 


Further, divestiture could undermine Northern Telecom's 
ability to remain at the leading edge of technology, 
with resultant negative impact on both employment in 
Canada, and on Bell Canada's ability to continue to 


provide a high quality of service at reasonable cost. 


These substantial risks, combined with the fact that 
the Canadian telecommunication industry is operating 
successfully, has convinced the Government of Ontario 
that the onus must be upon the Director to prove that 


divestiture is in the public interest. 
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ALLEGATIONS OF THE DIRECTOR OF 
INVESTIGATION AND RESEARCH, 


COMBINES INVESTIGATION ACT 


2 


A careful review of the record of these proceedings 


indicates that the Director has forwarded his case for 


divestiture upon essentially the following allegations of 


the harm resulting from the existing industry structure. 


These are summarized as follows: 


That Bell has foreclosed its market to competition 
or equivalently that Bell Canada's procurement policy 
favours Northern and prevents it from purchasing the 


most appropriate equipment available on the market. 


That Bell has attempted to foreclose other telephone 


companies' markets to competition. 


That Northern Telecom's pricing policy has been 


distorted. 


That vertical integration renders the regulation of 


Bell Canada ineffective. 


That Northern Telecom and Bell Canada's incentive 


and ability to innovate have been reduced. 


That telephone subscribers have had a reduced choice 


in the equipment available to them. 


Ontario has considered each of these allegations, 


and the evidence bearing on these issues, to determine 


whether the Director has met the burden of proof as dis- 


cussed in the previous section of this submission. 
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Market Foreclosure 
Se ee ee 


The allegation concerning market foreclosure 
and the harmful effects associated with it was stated 


very succinctly by the Director: 


The telephone Operating company purchased 
almost exclusively from its Subsidiary 
Supplier, a practice which has resulted 

in a highly concentrated telecommunication 
equipment manufacturing THduSstryPineCanada. 
Furthermore, the complex engaged"in a’series 
of exclusionary tactics which reinforced the 
market foreclosure aspects of the non arms- 
length purchasing practices 

VG¥ ean Bookymptieoy . 


The allegation that Northern Telecom is Bell 

Canada's preferred supplier was largely conceded by 
Bekilearly inathe inquiry; a clear statement of 

this policy is contained in the CVidence of Mr, 47.V oR. 
Cyr, Executive Vice-President, Administration, 


Quebec Region of Bell Canada. 


The provisions of the Bell-Northern Supply 
contract obligate Northern Telecom to 
Supply Bell Canada with such materials 

as it may reasonably require for its 
business although Bell Canada is not 
Obligated to purchase any such materials 
from Northern Telecom. Prices are to be 

as low as those paid to Northern Telecom 
by other customers for like materials 

under comparable conditions. To ensure 
compliance with this provision of the 
contract, prices are continuously monitored 
and audited annually by Touche Ross. As a 
policy matter, Bell has chosen to give NTL 
the opportunity to provide new telecommuni- 
cations systems and equipment before 
requests are forwarded to other suppliers. 
inet aot fabhevivast majority of the equipment 
in the network is designed and built within 
Sie Bell Group... (RIPC; OISL46r, D.60) . 
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The following excerpt from Mr. Cyr's evidence is an 


expansion of Bell's purchasing DOLICY = 


AS we move to Bell's network, we become more 
involved with high technology telecommunica- 
tions equipment which is complex, costly, and 
has to provide reliable service for many years. 
We, are “talking about high-capacity radio, 
Switching, and transmission SysSctens se rleti Sein 
this context that outside purchase is rarely 
considered and then only if there are valid 
reasons, such as a gap in the Northern product 
line. In any analysis of our requirements to 
Mmeéetra Specific need, Bell will always make a 
point of being aware of the latest technology 
available in the open marketplace through its 
participation in seminars and conferences 
around the world, either GULeChi ys Of cinough 
BNR. The Business Development staff is aware 
of the latest designs in customer services and 
products. The regional design authorities keep 
up-to-date on central office and transmission 
equipment available in the Open market. When 

it is advantageous to do so, Bell will buy 
equipment from outside Suppliers, such as trans- 
mission test equipment and PBX's. Awareness of 
technology and availability of products from 
others does not alter the fact that for network 
elements Bell prefers to buy from Northern. 

In the usual case Bell or NTL will identify the 
need for the introduction of new technology and 
work within the tri-corporate structure to intro- 
duce necessary products to meet network regquire- 
ments. (RTPC, T-1481, pp.61-62). 


Bell has contended that this preferred supplier relation- 
Ship does not prevent Bell from purchasing superior equip- 
ment from a supplier other than Northern Tetecomy \eThzs 
policy was formulated in more detaibrbyGMr,. acyreat peo 

of T-1481. 


Bell Canada has contended throughout the course of the 
inquiry that the preferred Supplier relationship has 
resulted in many benefits both to itself and consequently 


to its subscribers and to Northern Telecom. 
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Liwias claimed thatsthis relationship facilitates the 
Sharing of proprietary information which improves the 
planning process at both Bell Canada and Northern Tele- 
com, enabling Northern Telecom to conduct risky, large- 
scale New sD, tn Order sto retain its position at the 
leading edge of technology. This was described by Dr. 
Hall, President and Chief Executive Officer of Bell 


Northern Research Limited: 


Broo taba Ome hi ot as Minimized. if vou 
have the knowledge base and can successfully 
manage that knowledge base to minimize risk. 
Without the knowledge base, the risk is 
enormous. VRIES pee Onete WO pe 29 Ody 


In an attempt to rebut Northern Telecom's claim 
that the preferred supplier relationship enables it to 


be internationally competitive, the Director has questioned 
equipment manufacturers, such as Mitel, which are not party 
to a preferred supplier relationship, and have demonstrated 
their success in selling to telephone companies other 

than Bell. Ontario considers that such evidence does 

not address the issue of vertical integration of a full 
spectrum manufacturer and a carrier. These manufacturers 
produce, at most, only a few product lines and these few 
lines are generally terminal equipment. Ontario believes 
that to the extent that these manufacturers are experi- 
encing difficulties in their efforts to sell their equip- 
ment, the problem will be addressed and dealt with by 

the CRTC's consideration of the terminal attachment 

issue in November of this year. 

There does not appear to be any full spectrum 

manufacturer which is not enjoying the benefits of a 
preferred supplier relationship in at least one country -- 
and more than one such full spectrum manufacturer enjoys 


such a relationship in several countries. 
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Chapter 5 of Mr. Davies'submission entitled,"Nature 

of the Telecommunications Equipment Industry Through- 
out the world" (RTPC, T-1566), describes the protected 
market enjoyed by Northern's three largest (in terms 

of sales) foreign competitors -- ITT, L.M. Ericsson, and 
Slemens. eACCOrding, to, Taple 30.at Dp-¥l,,foOr instance, 
L.M. Ericsson enjoys a protected market (which it shares 
with other members of the local 'club'), in Sweden, Etaiy, 
Brazil, Mexico, Spain, Venezuela, Norway, Netherlands, 
and AGgencC iid eavlable 31 at wp./74 lists, ITT's shared, but 
protected markets as West Germany, France, Spain, United 
Kinodompertaly, Belgium, Brazil, Australia, Norway, 
Switzerland, Netherlands, and Austria. Siemens is des- 
Clibedsat, pea /Osi/ aS. shaving a slarge, fully protected 
domestic market in Germany in addition to having and 
sharing fully protected markets in Austria, Finland, 
U.K., Ireland, Norway, Sweden, Switzerland, Mexico, 
SCUGI SALI Ca Spaiipabtaly ; Belgium, Argentina, Brazil, 


Brecte,, Venezuela, France,. Colombia, U.S., and Canada. 


While not conclusive, the evidence that all major 
competitors have such a preferred supplier relationship 
indicates that such a relationship is not only beneficial 
buceiukely vital to the existence of world scale, full 


Spectrum, telecommunications equipment manufacturers. 


The benefits to Bell Canada of the preferred supplier 
relationship fall into three categories: co-ordinated 
planning, co-ordinated provisioning, and product support. 
These were described most succinctly by Mr. Inns Execu- 


tive Vice-President of Bel] Canada, Ontario Region as 


follows: 


“? 
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The benefits derived during the fundamental 

and technology planning stages manifest them- 
selves in the form of the co-ordinated research 
and development program, the Company's influence 
over the technology design process and computer- 
ized planning tools and methodologies developed 

by Bell Northern Research for use by the Company's 
fundamental planners . PRE aie Del O hes 


The operational benefits of the Bell Canada 
group relationship are illustrated throughout 

the forecasting and implementation facets of 

the provisioning cycle. In addition, procure- 
ment of telecommunications products from Northern 
Telecom offers advantages with respect to both 
CrTCeomanledualrtyrcontrLo lei. CRIP Ce e422. 
Dao. 


‘The benefits of the Bell Canada group relation- 
ship arising during the product support stages 
manifest themselves in the form of direct tech- 
nical support to the operations people to assist 
with immediate or impending service jeopardy 
Situations, and indirect technical support in 
the form of technical documentation and repair 
Seuvueese ss “CRPPC) T1422) 6.102). 


The Director attempted to demonstrate that small 
manufacturers do not have access to the Bell Canada 
market, and that one of the problems of the current 
relationshipoisethat Bell is currently purchasing equip- 
ment that is not optimally suited to its needs. The 
evidence on this issue is inconclusive. There are those 
of Northern's competitors who contend that Bell has 
purchased Northern equipment which was less suited to 
Bell's needs than was their equipment. For example, 

Mr. Keane, of the Vidar Division of TRW, has testified 


that Bell Canada has discriminatory purchasing practices. 


Q. Now, you know that there is a Northern 
Telecom product that is competitive with 
your D-3 presently on the market, do you not? 
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Q. The Northern Telecom product is called the 
DE~32 


A. SQihat. userioht. 
O. S4Areayou tlanvlean with that product? 
AY GRetacively sso. 


Q. Has your Company done any comparisons between 
your product’ and theirs? 


A. Yes. 


Q.- And you would agree with me that the Northern 
Telecom product compares favourably with your 
DLouuGe. 


AS Yes? srt does. 


Q. I suppose in some areas it might have some 
advantages? 


NGieleohas one ;sigqguifticant advantage. «It has Bell 
Canada as a customer. 


(BUPC FIV ol)20, pp. 2805-2806) . 


On the other hand, the testimony of Mr. Hadley of 
Farinon Canada Ltd. lends support to the eccuracy "Ole hr. 
Cyr's previously quoted formulation of Bell Canada's 


purchasing policy. 


Oo. In the area of heavy equipment that you 
spoke of, of Northern Telecom, have you 
been Ane to sell Bell Canada in respect 
of that equipment? 


A. It is a little less clear situation because 
the Northern Electric 6 GHz microwave equip- 
ment is what I would call a heavy-load high- 
capacity system and our equipment is medium- 
rate Capacity equipment. 
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og It is not head-on competition? 


A. There are projects where both Systems could 
be put in and there have been situations where 
we have bid against Northern Electric on speci- 
£Le projects and depending upon the telephone 
company's feeling as to which System was more 
optimally suited for the application, the’ job 
has been awarded to Northern Electric or to 
ourselves. CREPC VOL 2s pp.8179-8180). 


The evidence supporting the Director's allegation 

on this issue is, at best, inconclusive Pantacularly an 
view of the trend indicated in Tables 1-4 of T-1482 
which indicates that the proportion of non-Northern 
equipment purchases increased from 14.4% in 1975 to 
Coot eet oo. FANT Te again,not conclusive, Ontario 
finds this to be a significant indication that Bell 

coy atbaetac ty increasing its purchases of non-Northern 
equipment, thereby encouraging the development of these 


small manufacturers. 


At first glance, imposing a procurement policy of 
competitive bidding may appear to be a means of maintain- 
ing some of the benefits associated with a Vie ttica ily 
integrated relationship, yet eliminate some of the alleged 
problems associated with the structure, without resorting 


to the blunt measure of divestiture. 


It is respectfully submitted that this- solution to 

a difficult ‘public policy guestion 1S too simplistic and 
Should not be imposed. It is Ontario's submission that 

it has not been shown that competitive bidding is a prefer- 
able, or even a viable, public policy option compared to 


the current procurement practices of Bell Canada. 
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Furthermore,it is submitted that the imposition of com- 
petitive bidding may be costly to Bell Canada, and con- 
sequently to its subscribers, costly to the regulator 

and damaging to Northern Telecom's ability to comnete in the 


Longer uni. 


Ontario would agree that competitive bidding in the 

broadest sense can be an effective means of procurement 

for the small, non-vertically integrated telephone 

cOmpanress= “Bach GENthe=prairia telephone companies - 

Me Tove toasks “Tel. ,AYGIT. vand’EdmontoneTel<.-= rely on competi- 
tive bidding to a limited extent. (REP. Paces Gvols 423 , 
p-3246; Vol. 24, p.3544; Vol. 6, pp. 772- 810; Exhibit 

Pi ZO) Veeieheley NOB Tele andentidretTe?. also rely 
Onecompctelive bidding .a.c(RoToP.C.j-VOl.b4, pp.1956-1960; 
VOR ern, Base 222385 %4V01.. 260 pspp. 9131-9132). 


However, it is important to note that "competitive 
bidding" is a generic term describing a wide variety of 
purchasing practices. For example, the consultants hired 
by the Director (Consultec) to Survey the procurement 
practices«<by the »Rrairie Telephone companies defined the 
Scope of competitive bidding very broadly: 
QO." Let me be*clear; my understanding of your 
det lNLGIOnsof. competative bidding .to..Mr. 
Kaiser is roughly the same as that at page 


642 of the CRTC transcript where Mr. 
Henderson asked you the same question? 


Poe Uliana hi. 


Q. And it would include any time YOULgGOsout to 
more than one person, however VOouUsoo-1t;, 
regardless of whether it is open tender or 
Lender Or anything else, | As long as you ask 
more than one? 


A. Well, in some kind of formalized manner you 
ask more than one... 


(RTPC, Vol. 161, p.24130) 
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Effectively this could cover any procurement policy, 
particularly when "this formalized process may mean 
nothing more than a letter". CEP C VOI ol 6a jeep aS oi 
The purchasing policies of the telephone companies are 
indeed highly variable and the choice of procedure itself 
is highly subjective depending on the particular company 


and the type of equipment being purchased. 


Competitive bidding would be very difficult to enforce 
for all products other than standardized products... Com= 
plex equipment is rarely purchased solely on the basis of 
low price; other factors are taken into consideration 
(ero duality, maintenance, compatibility, delivery etc.) 
Such equipment is not directly comparable. The value to the 
company of the heterogeneous equipment offered in the 
tenders may bear little relation to the price. Further- 
more, the price quoted in bids to the Company bears only 
a partial relationship to the overall cost of the item. 
THUS 213 particularly true where durable equipment is 
purchased on the basis of its life-cycle cost. It would 
Desveryrdrrirculrt Tf not virtually impossible, for any 
outside body to second-guess the largely judgemental 
estimates made by engineers on both the value and the 
late-cyclsuor soverallsicost «of equipment to the telephone 
company. It would mean that the regulator would assume 


to a significant degree some of the prerogatives of manage- 
ment of the telephone company. 


Any attempts. by a regulatory body to evaluate whether 
competitive bids tendered had been fairly treated would be 
very costly. Consider the following exchange between Dr. 
Roseman,member of the Commission and Mr. S Robertson of 


Maritime Telegraph and Telephone Company Limited. 


°° 24 
’ eo hs 
7 af Gils 
| 
4" » O24 
-? od 
: 7, 
= a * »— —_— - 
3 { ort 
a ¢ 
er = 
5 
=| + 
4 
‘oe > bh | i 
tu 
a | _ * a 
al r'Ti! * 
‘ : 7 
kh 
‘t ane 3 
Hi a F 
7 : 
* 
Leeaeso 
« 
4 br 
' ‘ 
, 2 —— =~ 
taf 
ett eee = pe? ie) 
+ A 
Hi i oe a 
i opicheeelw 


od « iter be? 


70. wera 


th 


vn emt naenong thi 


Tac weqeeigt + 


a §9oq seeylono | 
‘ } ae te east 4 i d a} 
I sit moO whe avigiuceiye {ees "on 
U 4 i me ke © | Ps 
a ' a oo” as =A2 L ‘Tm 
' anho® Srieg, S6enGivy"? - is 
j ‘ a i on teyamcoD 7 
i Hy ¥Y ‘ 4 a pnibnip PV cat be Esa NG a 
iupDiisas t | ar ih 
» é ’ 1a ao Ta); Le \A4 
; a av & 
‘ i ad a ; nea pat | 
[am bal eae fsgsy a8 Son : 
3 : : a J é es | * 
. i 4 ' r Vo +H) "O53 
+ garxes e i i‘ 
ju 12.4 wl veel 
ok st : ‘ he 
| } = “pit 
dé an d > | 
ht b>, 
J ~ i to G 
] Lo i 
ca > | j | i | 
yf A F + (470m a 
é oi? — 4 J 
F ; 3 wt 2 mi 7 
ho t oo 7 | 
——- - 2 1 r Re 4 ' { ~. ; ‘ ’ 2 j (Tt 
f ‘ i ‘ ' j J ‘ 
e , pe | 
t no bSeehnosey 
‘J.7 = ‘ i L 
i] ic a rib “Is sd 
sul 7 , p i 
br hed GELS FU pa 
>) Pe a ee ‘ A | ‘ 
| Y 4 “y 
cf j Tht Lite (58 = 
i} eo! ah md 
faxava' “so Gloyotos - 
} ca | i , if ris” 1 th 4 i - ) - 
Y ~~ _ 
a! « ry ie | iAg ‘ Ri +i os WN ay tf T 7 
iD > ie! - , 
ry i ae Pi a f 
| 7 : 3 3 2 Uh = y = Bost Vg ‘ +P L ‘ he 4 vi 
Giese «< a p 
= ~~, - \ w ae a Py if om! 
= eiagdsaa?. 3 is 


ee | somes i 


4 spnetoxs Per 


F) “haves 
sine ten 12304 
gas! ” ‘we 4 oe gaidzon, 


a he eels: obtou A iG a 
hrs a fut tan 


2st 
‘J 
J 


“Lag  baour 


é ¥ | ae 9 a ¥ 
v sb ors 4. Kayngsts yor 
eve oo: wou, "2 f 


iets aret! ba t6t ede golc 
. tae? 


avi? does A 
suktno2 Y8¥) 


DR. ROSEMAN: I have a number of questions, 
Mr~ “Ropertson~r “Now, One of the@areas =I woltla like 
to spend a considerable time with you, even though 
you have already gone over the matter at some length, 
is the purchasing decisions. Now, one of the points 
you"higqniighted iin: discussing’ purchasing situations, 
was that when it comes to switching equipment you 
NAVE vo cONpLekwOoL = ACtOrs that it woulc be=virtually 
impossible) let us Say, for outside parties to 
SVvolLiete me CUrALIenOteouT tein those “terns but 
thats S One orethe.conelusions 1 derived’ from it, 
that there are so many judgmental factors involved 
thav, Leteus-say for you or one of your top execu- 
tives, as experienced executives in a tel co, to 
go into another telephone company and say "No, 
that was the wrong decision", would be a very 
problematic kind of exercise. 


De Wet NS oa Gece Oly alae Ct) lit wht goan. be 
done because you can ask for the assumptions and 
Aokiet Ontnlieror othe iintormation,; the Current data, 
the future prognostications and everything else upon 
which it is based, and you can make a value judg- 
Menwvand wath fact, that aS what we do internally... 


TO Ghat extenu, yes, youbcould, you can ask enough 
BvouULeteethetayou could Sabistysyoursell on the 
basis of a value judgment that it was a reasonably 
good decision or a good decision or apparently not 
One. It would be somewhat subjective, but it is 
possiblemro scrutinize it. It is not any more 

Sti Plover ethan lous Of sother things that we do in 
the modern world in terms of making decisions. It 
iS NOt easy, but it can be done. You can evaluate. 


MR. ROSEMAN: Now, what other types of equip- 
ment would you put in the same category with regard 
EOsdutiiculty of “scrutinizingwa decision? 


THE WITNESS: In a sense, many of the basic 
elements that make up a system, although I would 
think that a decision about a certain type of 
Switching equipment like the CI-AEX or the SPI, 
would be a more complex decision. The elements 
in the equation would be more complex than the 
decision about telephone sets, terminal voice 
telephone devices of a standard variety, although 
there, is.complexity. there. too),,.inj calculating 
various regions. So there would be a range, you 


32% 


7 : s 
‘ eoi2eern *o eStliitae Cs ee swamere Sh aG 
tt Bitten T ease SRP Fo lees qwee Nees zoom xm 
| | lw auntt 
< 


Mucus istry ad iy ih my aet anor gene i ; 
pons! i Aaj site. sto SAOu YOssTLP SVE LOY ‘ 
732 ; py Wa - RO se Jn eiy eer yi en) &F “t 
. ; ei yacht SL Ags ae Tl - eee rg voy 
it Seige CF Bae Ve a eee fi bev : 
.4 ae <i evur.2 AFoORW Th } (iid s- By 9 Gt) 
ae Fie | i ~via ' io prisons 
: ee imp 4 >} oe 
2 13 Ps shee +b j 1 bj * 
sbizck  fadninbul, fam oo ot Te - 
-i Om ! at ’ ; if reid 


=i ® 
® 
? r ad 4 } so ¥ } 
4 2 ; iehta! ; 
noe « ie 2 He c 4 
& = ed 4 5 o “f 7 i - 
{ iJ F cs 4 Ne ® | ’ ( | ay) 7 
me £ Tv . 4 } 
Aad 
eb Yee ue ee } 1» —- \ ‘ & (om 
(it ime hwies 1 oD‘ : gray \t 
: t< } F ie iL y\ 
( I = ‘ ; j ail Le Deets 
7 ‘ ' ° f i Ce t ‘© hae : 
JT ae 14 PA ' wi ae (it) BLOW i ete 
“str Fi j ‘ i 7 [ Pele | , ©’ = :? oy 
t of. & } . oat) ee ee i pes fiag LD 
i aie oe HG 2¢ T3411 Hisow hnishem. er, a 
ino lees wer SAe> Sa cia, > frie. VERS Jen zi 3 
er r ae 
4 ute Sap eaepy se dem aedir .Wolt!) | SAID |. 


tit 9 by ara yee? ORR “Hs Be Se Ola sep 

rs oe ee 8b 6 fis £94 tian vdiie oS TLE a” , _ 

- 74 

Ji ee Sac et. Sense ae + Santi w aye < 

bo yasta Sistah rotite. game: # Au: canm: te1% ce: i 
- §0°oeY? ciasteg iE joodeE bea eb 2 iy a: aie 

| VERE Peels “a eithe toy + Ae BALL sa! 2 

Pde nats a7? cn ea aha ae 


et ned? *% aes +f.) 


are quite right, and I would expect that basic 
Switching equipment, which is really the nerve 
centre of telecommunications systems, and it is 
one of the more complex systems it enables the 
phenomenon of interactive address selectivity 
LO, be acconpl 1 sited.» = 1 is ike a computer’ and 
so, yes, J» would, think. that that would be one 
of the more complex pieces of equipment upon 
which you would have to make such a judgment, 
and ,others would rank trom that, but I ‘could be 
wrong?) | CcOUulG *be=Lorgetting Or not aware of 
Pere. (core LOnsawotCharahtepe= more dittroul’e 
or more complex. 


(RTP ep ol eels a Dp. 62169-2071) 


One practice which does appear to be consistent for all 
of the telephone companies is that they do not consider 
themselves bound to accept the lowest bid price for 
telecommunication equipment. Consider, for example, 
the following exchange between Mr. Robertson, President 
of Maritime Telegraph and Telephone Co. Ltd., and 


Counsel for the Director: 


O20 1But tyour imvitdation for tendering does not 
in any way bind you to the acceptance of the 
Lowest bid? 


A. Liat LS anion. 


Q. It is merely a jumping off place for 
negotiation? 
A. LP we want, to do. that. 


(RTPC, Vol. 14, pp.1959-1960). 


Edmonton Telephones, which is reauired by municipal 
by-law to use formal, open tenders for all of its purchases 


OVer ascertain size, Goes not consider itself bound .to 
accept the lowest tender bid. As a consequence, there 
is no objective means of ensuring that the telephone 
companies are administering the competitive bidding 


procedures fairly. 


Sor 


"feno 26 i teen 1 bop reat ‘ih ean e28 
Ss 130 * ‘wea. wotew , deromes ts 7 Pe zyicey eR 
fl bos aay S paeteaadnunimden?? 20 #53 
as seldune 31. geess¥e Roiqm> © ean 2 lent - 
ugtviypeloe Geeehns avis: asp ‘imines - 
; emo @ at) f st 2t .hettent noone : lade 
i of &ivew sad? seas antsy Dl» ow D/YRay 

remake to 2onaLg- ae i ion ai 20 


uf ‘ w€ ao Ay Me Nk in aS sve if ii ‘ i JY yi } ; bal - - 
ple fiid satis. Wert sass Pies Ue bee 
awe 4208 3 QabdtauiC? FO Shh. : itis — 
alioi ds r 59 oa! ac OF, Pit | ae eae "mG oy SSioe : 
a3 eateinod fovioh, = 
( = jp. - Pe 409 : j ( "¢ a aii) ) 
ile “oa 2refe inna ad Of % Ok eno An rOWe Sst ofetG iwQ 
9 5S) Y orp i) ¥ ert | p a ee a oe ee) |e oe ‘/ if i> Ss 3 eft if to - 
ml<@aln: Pid. 2euwol one 24850) ipod  eanons 
a. Sith Ae st ,2¢RSEHOO , VLR Ss ye rp Le BD Rew 19.32, . 
ffen es price int 9M podwied ‘eTmminnicke vr iwobiox oie? a 
ih « t) «O2 GHORGSS SS. PMD Srit216M 2O = = 
— 
‘46200760 And Pas “26002 
“y 
oe 
“2 ® (AO) bate vrit wavoy fue oS t 
on ) are S| att ee &- cis oo ; bara ' Ae: i 
i? ; a 
‘ 
ftp. ob Stet A oe 
co Stalag Wie prigtwt & yloaen 2F oT ‘oO . 


he. 6 LoBo:1 


~ 4 oo ate? Se af Jiitwoew Ld wh 


(ose f-ere Lqa hl @iov-\eare) 


et pe egies norteciba. 
, = wal-ed 
iets 5 save, 


_trmisicuts erptsow 
ecentaiie wis Lis. m2 & e sobngy us ue 


-_ 


at fowoc yams 


34. 


The voluminous record arising out of the dispute 

between Bell Canada and Vidar in volumes 20, 48, 220-221 
ends exhibits elOv= LO sli—333) Ly¥95, 1/795A, 1662-1864, 
and 1867 illustrates how difficult and time-consuming 


any attempt to adjudicate such disrutes can become. 


It has also not been shown that competitive bidding, 

if introduced, could be enforced. If competitive 

Dadd iniomasmrnt coducedyssitiwidl bk iberaxcostlyachange. 

And, if it is indeed unenforceable, none of the alleged 
benctuesewiliebesult, but in fact overall costs will. be 
increased. The Director's expert witnesses (Consultec) 
recommended that the competitive bidding procedure be 
actively regulated by the CRTC, but this is likely to 
impose a costly regulatory burden with no apparent 
benefits. (ExXDi bre lav 2os MRIPGs Transcript Vol.loel 
BtecovOo Vole Lozeat, 2Z4261-4).. 


ins concluding) the discussion of this» issue, Ontario would 


agree that greater access to the Bell Canada market for 
Canadian-based manufacturers may be beneficial. Enforc- 


ing such access either through divestiture or enforced 
competitive bidding, however, will likely involve greater 


costs than benefits. 


Zs Extension of Market Foreclosure to Other Telephone 


Companies 


The Director has alleged that Bell Canada has attempted 
* to use its power to influence the purchasing decisions 


of other telephone companies. 
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Bell Canada appears to have influenced Lets 
in ways which have been beneficial to Northern 
Electric . (GreencBookyepr67jie 


Ontario would regard such a charge, if proven, 

as serious as it would represent an attempt to use pure 
market power in an anti-competitive manner. However, 
the evidence presented during the case would appear to 


directly contradict this allegation. 


Mr. Thompson, then President of "CTS, stated this 
Gategorically inethe following exchange with counsel 


for the Director. 


Q. Is there any or has there in your experience 
been any indication of direct Bell pressure 
On other members of the System to buy 
Northern equipment? 


Ais No. | (REPG VOL aahes PeeZGa Lhe 


Similarly, evidence was given hv Mr. Robertson, 


President of Maritime Telegraph and Telephone Company 


Limited. 


Q. And what influence do you notice is exerted 
Dy "Bell "as™to the choice of Northern equip- 
ment aS Opposed to other equipment for 
TCTS purposes? 


A. None to my knowledge of the decisions of 
TCTS are undertaken on the basis of pur- 
chasing equipment from Northern Telecon. 
The end result might be, if we decide to 
use a certain thing that Northern has the 
best equipment, but that is not the reason 
why the decision is made. (REP GWAVIOL 15, 
p.iz0W 14 
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Similar denials were made bv other TCTS members. 
Moreover, direct evidence concerning the purchasing 
practices of the Prairie Telephone Companies does not 
Support the allegation of the use of such influence. 


Ontario must regard this allegation as unproven. 


Bi Distortion of Northern Telecom's Pricing POLLCY 
re ee St CCU Seer icing volicy 


The Director makes two allegations in this regard. 


Pie srurst 1S: 


Bell Canada"s vertical integration with 
NOEevernthlectricihasiconsistently “been an 
issue of contention at Bell Canada's regula- 
tory hearings. One issue can be summarized 
as a concern that Northern Electric charges 
Bell Canada excessive prices for equipment 
and, secondly, that Northern Electric's non- 
Bell Canada activities are accordingly sub- 
Sidized by its Bell Canada activities. 
(Green Book, pp. 136-137). 


Previously, he had argued that in order to maintain 
its relationship with Bell Canada, Northern Telecom 
Wane pi Cingeves PLOducts: Onea “political” basis 
largely determined by considerations of regulatory 


expectation rather than those of economic efficiency. 


In support of this allegation, the Director cites 
the following memo dated July 31, 1964 from V.O. Marquez 


to R.H. Keefler, both Northern Electric executives: 


It seems to be worth considering, in setting 
our prices for General Trade, that we try 
constantly to be at least a little lower 
than the independent telephone prices in 

the U.S’. expressed in Canadian dollars. 
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This is a relationship we have not sought 
deliberately in pricing in the past fe rt we 
used it in the future and were successful in 
meeting these targets across the board, we 
would then be in a position to Say publicly 
that non-Bell Canadian telephone companies 
pay prices for communication products which 
are always lower than those paid by any indepen- 
dent American telephone company. We would also 
Say that Bell of Canada pays prices which are 
always substantially lower than those paid by 
independent telephone companies in the U.S. 
(GrEENniBOok, (pe Gays. 


While either charge would have to be considered 
carefully, it is difficult to know what is intended when 
theyeeare presented ogethern.eit Us dMpOwLanke suOunote 
that whatever the theoretical concerns, no evidence was 
presented to show that Northern Telecom prices to Bell 
Canada were too high. The danger that Northern Telecom 
is being forced into inefficient behaviour as a result 
of its relationship with Bell Canada will be discussed 
in more detail ‘further under the heading "Northern Tele- 


com and Bell Canada's Innovativeness." 


4. Decreased Effectiveness of Regulation 


It was also alleged by the Director in the Green Book 

that vertical integration increased the cost of regulation 
of Bell Canada, since the regulator must make certain that 
the effects of regulation of Bell are not being made 
inoperative by Bell Canada's relationship with Northern 
Telecom (i.e., Bell is not hiding MONOpDOL yap rOn LOS inh 
Northern Telecom). Ontario agrees that these "non-arms- 


length" transactions. are difficult to:regulate. 
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The mechanism used by Bell Canada to assure its regulators 
that the interests of the subscriber are indeed being 
protected is contained in its Supply Contract with 
Northern Telecom. This contract requires that Bell 

Canada be given the lowest available price for comparable 
equipment. The Director criticized this Price Comparison 


method as follows: 


Given the concentrated structure of the equip- 
ment industry and the pricing conduct of 
Northern Electric, the price comparison tests 
are not an adequate test of Northern Electric's 
performance. That is, the exercise has shown 
that Bell Canada has paid the lowest available 
price for equipment but the exercise has not 
indicated whether or not this was the price 
which would have been charged in a competitive 
market or whether or not this was a proper 
price given existing market conditions. 


(Green Book, pp.99-100) 


The Director did argue that theoretically vertical 
integration may result in abuses, but no factual evidence 


was presented to support this charge. 


Divestiture would reduce the complexity in regulating 

Bell Canada since arms-length transactions would require 
less regulatory involvement. However, Ontario would argue 
that the risks associated with divestiture renders such 
radical action wholly inappropriate to solve the problem 
of regulatory effectiveness. Ontario intends to consider 
this problem within the context of its submission to the 
CRTC concerning the terms of the Bell-Northern Supply 


Contract, 
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5. Northern Telecom's and Bell Canada's Innovativeness 
ee aaa SS innovativeness 


A. Northern Telecom 


The Director alleged that evidence exists that: 


-.-indicates some serious conflicts and in- 
efficiencies in innovative performance as 
well’ as serious distortions in allocative 
efficiency. The documents illustrated how 
historic ties with ATsT, general management 
conflict within the complex, and conflict 
in specific areas of innovative specializa- 
tion and product quality all hindered the 
complex's innovative performance 


UGEeCn shook, — 0. 1S5) - 


The concern about Northern Telecom's. lack of 
innovativeness would not appear to be very compelling in 
the context of 1981 with Northern Telecom having success- 
fully established itself as an internationally competitive 
manufacturer, as indicated by the following testimony 

of Mr. Grandy: 


Q. What is the general reputation which Northern 
Telecom has in Canadian circles? 


A. It has a very high reputation as the most 
sophisticated and innovative company in the 
high technology field. 


Q. Do you know of any other company which in that 
field has gained any recognition throughout 
the world as being highly innovative in this 
business? 


AS No. 


Q. Now, Mr. Grandy, in assessing the performance 
of a company, in your experience, do you assess 
it on a basis of one year or over a period of 
years? 


A. Oh, no, naturally over a period of years. 
VPC pavOl vee ie pp. 33504-33505). 


2% 
an apvodnt Mma. 1238) pie o mo 3g). er. 
—— a = —_ > ———_— a a - - 
: : : 
dere Lut ee | 
=i —— 
; : 
a palit is (opelig “oT eea™ oat 
7 
+ ; 
me | Lise cope ser ShERA le : 
. diywaié ni’ 2psnieeana 7 
4 ( : ; a) ao Il ‘aw 7 a 
a0 .ypretaltic . 
a ; . wht een 2a ae 
,.3 ental in i" fu Pte . 
7  & 7 - 
~4 wr) ; pi. _+% 1 i_ + 
As i . 94 f 1 Lie Gihe 
i‘? ) id. a he gee 
. : ycp0e ‘nSSTo) 
1 C57”) sAT 
ie ne L EIN erie a 
—ae 438 j t ‘ iy sit 
“Vv f VLit [ NwirgeAs rips 
j LU l f ’ 4 ~4 3 i (er 
’ : ied a i i¢ 
: ¢ ee eee J 
< ee Le’ : 
. 0 ; . : = i ' * 
’ J ot : j rl, euleaes 
: e281 2.9 ioit 
es a3 4! { ¢ r i 7 om Le ‘ | LJ if f) 
J i . a ; gels i i Dac 4 
ei? 1 pis ajar | ba te 2) é 4 i e222 4 
, Ped 
OV A 
. : P 
SDC (THs 25 prt: flecet=s Ay » yh tase) | me jee »? 
seyaer (oY Of ,Gaabirnge “ec es idngmot « yg 
1» HboLTeg 6 4470 20 7s ana 16 FiZAa TF 6C J 
: ay 
7 
in 
7 — 


As indicated by Mr. deGrandpre at p.33835 of the 

recora;, Northern Telecom, on May, 6 of this, year,. was 

the recipient of an award presented annually to leaders 

in the fields of humanities and/or industrial or techno- 
logical excellence by the Institute International de 
Promotion et de Prestige -- a Geneva-based non-govern- 
ment, Unesco affiliated organization. The Award to 
Northern represented the second time that a North American 
Company was the recipient, the last recipient being 

SUP SO kw ale 


inisjatlegation| ofsthe-Director has definitely not 


been proven. 


B. Bell Canada 


In an attempt to demonstrate that Bell Canada has 
been operating less than optimally, the Director produced 
aS a witness, Dr. Robert Babe, Associate Professor of 
Communications Studies at Simon Fraser University. He 
performed a study which concluded first that non- 
integrated telephone companies experienced higher 
productivity gains than did the vertically integrated 
telephone companies for the period studied, and second, that 
vertical integration creates incentives for inefficiency on 


iemoua tt sore ene, OpeTatsng CcOMmDany (REPC, VOL, 404, “pel3412)-. 


Dr. Babe's credibility was discredited at pages 
13671-13679 of the transcript, where it became apparent 
that he is not well versed in the literature on productivity 


measures. His lack of knowledge in the area was manifested 
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in the development of a ‘unique' productivity index -- 
unique in #the yensesthaty notching (simidar cco s-tshad»ever 
been used before, to measure a very complex concept. His 
lack of knowledge in such areas as equipment manufacturing, 
and economies of scale in the telecommunications industry, 


became evident during cross-examination. 


Without reporting all of the many technical problems 


and problems of logic associated with Dr. Babe's study, the 
following represents examples of the inadequacies of his 


study: 


Dr. Babe made the simplistic assumption that the 


source of productivity gain is primarily technology, 
thereby failing to neutralize for differences in the 
various telephone companies’ opportunities to make 


productivity gains. Specifically: 


- The choice of the period selected can make a 
Significant difference on the results, as demonstrated 


bye Bel leatepp.  l/221-17/228 of the transcript. 


- The study failed to account for differences in the 
rate of demographic changes and of opportunities to 


expand into new georgraphic areas. 
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- The study failed to take into consideration the 
fact that the degree of excess Capacity in the base 
year would affect the opportunity to make productivity 


gains. 


It 1s Ontario's belief that the Director failed to 
prove that vertical integration inhibited Bell Canada's 
ability to be productive. The Director has failed then in 
his attempts both to prove that Northern Telecom's abisri cy 
to be innovative has been hampered by vertical integration, 
and that Bell Canada's ability to be innovative has been 


hampered by vertical integration. 


6. Reduction in User Choice 
eee ee ee OO LCS 


This issue has already been the SUDJSCt Of the 
Commission's deliberations regarding the removal of the 
restrictions on the attachment of customer provided 
equipment and will, therefore, not be considered in this 
final argument. Ontario Supports the trend towards the 
Opening of the terminal market to firms other than 
Northern, and has already expressed its continuing con- 
cern to the Commission regarding the absence of reci- 


procal access to the market of potential foreign-based 
Suppliers. 


Ontario will fully present its views on this matter 
eee gs 18 ea LEK ire hearing next November, called for the 


purpose of considering this issue and all its implications. 
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PART V 


CONCLUSION 


Canada, its governments and its business and industrial 
leaders, have been undergoing a period of intense self- 
examination in recent years in order to determine what 
is required to encourage and enhance the ability of 
Canadian industry and business to compete effectively 
in the world marketplace. Many have stated that what 
Canada requires is a coherent industrial strategy. 
Northern Telecom's success in the world marketplace 

is pointed to as a model for what is desired for other 
industrial enterprises. The result of this proceeding 
should not and cannot be to undermine the achievements 
of one of the very few industries which has demonstrated 
its ability to compete internationally. An innovative 
and efficient telecommunications industry, moreover, 

is critical to the development of the Canadian econony 
Since it provides the means for the creation of a wide 


variety of information intensive industries. 


The Director has made the following allegations: 


Lye That Bell has foreclosed its market to competition 
or equivalently that Bell Canada's procurement 
policy favours Northern and prevents it from 
purchasing the most appropriate equipment available 


on the market. 


PL 4 That Bell has attempted to foreclose other telephone 


companies' markets to competition. 


tir That Northern Telecom's pricing policy has been 
distorted. 
4. That vertical integration renders the regulation of 


Bell Canada ineffective. 
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oe That Northern Telecom and Bell Canada's incentive 


and ability to innovate have been reduced. 


Ge That telephone subscribers have had a reduced 


choice in the equipment available to them. 


In reviewing the record produced for this case, Ontario 
has come to the conclusion that the Director has failed 
to show that divestiture or an alternative such as an 
open tendering system is in the Canadian national interest. 
In particular, he has failed to seriously address the 
danger that the major benefactors of the abrupt opening 
to competition of Bell Canada's market will be large 
foreign-based suppliers, and that the resulting shift 

in market share will undermine Northern's ability to 
compete internationally. He has failed to demonstrate 
that an opening of the Bell Canada market would not 
negatively impact on employment; and, he has also failed 
to rebut successfully evidence which indicates that 
vertical integration is beneficial to Canada's tele- 


communication industry as a whole. 


Ontario's position with regard to vertical integration 
is consistent, with the sentiments expressed by Mr. Ivan 


Duvar, Chairman and President of Island Telephone Company. 


In summary, the combination of vertically- 
integrated suppliers and competition avail- 
able in Canada today would appear to us to 

be a good balance between competitive PELCInG, 
economies of scale and system integration 

and we believe it should be continued in 

the best interest of the telephone customer 
until such time as there is a proven better 
way Of operating. (RTPC, Vol.62, p.9519) © 


(emphasis added) 
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Ontario also submits that since the initiation of 

these hearings in 1977, a lot of factors have served 

to improve the competitive environment for telecommunica- 
tion equipment manufacturers. One significant example was 


the CRTC decision liberalizing terminal attachment. 


Section 19 (2) of the Combines Investigation Act 
requires that the Commission's Report "shall review 

the evidence and material, appraise the effect on the 
public interest of arrangements and practices disclosed 
in the evidence and contain recommendations as to the 
application of remedies provided in this Act or other 


remedies". 


Ontario respectfully submits that the Commission has 

no choice but to decide that the relationship between 
Bell Canada and Northern Telecom be maintained. The 
evidence presented at these hearings has not shown 

that any of the proposed alternatives are in the public 


interest. 
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